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substitute for the consumer interface offered by the OSP. In contrast, we can envision no

way collect calls can be handled without the customer dealing with two operators.

Consider the day BPP becomes operational. At that time functions will be carried out in LEC

switches that were done in the OSP switches the day before. asp plant will be idled. Our

15 cent-per-call cost can be regarded as reflecting some of the costs of the duplicate plant

required for a transition to BPP.

Each minute of talking on a call routed using BPP uses resources that are not required for

most telephone calls today. The call ties up transmission links running from the local switch

to the LEC ass and ties up a connection in the ass. The costs for these capabilities are

similar to the costs for access traffic that is routed through a tandem access. For our base­

case analysis, we estimate that the average cost of such routing and switching is about 0.44

cents per minute. Earlier we discussed our derivation of this estimate from the costs of

tandem usage. In addition, setting up the additional trunking plant needed to carry the traffic

from each local switch to the LEC ass will impose some one-time costs. For our base-case

analysis, we estimate the number of trunks required by dividing the estimated BPP traffic by

the capacity of a typical trunk (5,000 minutes/month is a reasonable value, in our experience)

and multiplying that by a per-trunk rearrangement cost of $100.

In addition to the upgrades on the end-office exchange switches, the LECs will also have to

upgrade their ass switches to match the upgrades made at the local switches. We estimate

that there are about 184 such switches (roughly one for each of 164 LATAs plus 20 for the

non-Bell companies). Based upon our OSS7 inquiries, we understand that upgrading the ass
to be BPP-capable will cost about $1,000,000 per switch. Sprint's comments project that

upgrading 25 sites to ABBS functionality and OSS7 capability will cost

10
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($7.1 + $1l.5 + $15.7) = $34.3 million or $1.4 million per switch. IS Notice that we are only

concerned here with the one-time upgrade costs that are not traffic-related. Traffic-related

costs are detected in our consideration of calls and minutes of use.

IXCs will also have to modify their networks to accommodate the changes in signalling

required to support BPP. The FCC's Further Notice estimates that the IXCs will have one­

time costs of $120 million to upgrade their networks to support BPP. The FCC divides these

costs into $94 million for AT&TIMCI/Sprint and $26 million for all other carriers. We find

it difficult to predict the behavior of the smaller IXCs. Some may drop out of the operator

services market because they cannot afford the costs to upgrade or because their switch

manufacturer does not offer the upgrade to support BPP.16 Others may find ways to contract

with third parties to provide this service. While we think the FCC's numbers here are

conservative - we believe that actual costs to IXCs will be higher - they are appropriate

for our base-case analysis.

As discussed below, we assume that BPP will apply to those CAPs that provide switched

access services. CAPs have deployed relatively few switches, but they are in the process of

deploying more. For our 1997 base-case, we estimate that 50 CAP switches would be

affected, and that their switch upgrade costs (on a per-switch basis) would be the same as for

LECs. We are uncertain about the number of subscribers CAPs will have in 1997, and, to a

first approximation those customers are counted in our analysis of LEC customers. Hence,

we do not consider any subscriber-related costs for CAPs.

A possible additional cost, not considered in our analysis, might be incurred by those credit

card suppliers who choose to interconnect their databases with the BPP system. These firms

would also incur development and computer system costs. For example, they would have to

IS
Sprint Comments, pp. 27-28.

16
Our methodology does not assign any social cost to this possible loss of competition.
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modify their databases to store infonnation on the preferred long-distance carrier. We

estimate that approximately 10 such finns (e.g., American Express, VISA, MasterCard,

Discover, some major oil companies) would choose to interconnect, and thereby make it

easier for their customers to use their credit cards to place long-distance calls. 17

We also believe that BPP will apply to cellular and PCS carriers. The FCC has licensed

roughly 1,500 cellular systems. However, these are served by far fewer than 1,500 cellular

switching systems. We estimate that 200 existing cellular switches would need to be

upgraded to support BPP. The number we use, 200, is a low estimate of the number of

cellular switches today - let alone the number of cellular and PCS switches in 1997. We

use the same $75,000 per switch upgrade cost as we used for LEC switches. We believe that

this figure is low since many cellular switches are not yet equipped for 8S#7. Additionally,

some cellular switch vendors may choose not to develop the necessary software in a timely

manner. In that event, the cellular system operator would be required to replace the switch in

order to support BPP.

The table below summarizes our base-case estimates of the one-time and recurring network

costs that would be caused by the implementation of BPP.

17 Today it is possible to charge an OSP call to a Visa card by dialing an access code (I0XXX) and then
telling the operator that you wish to use a Visa card.

12
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Cost-Causing Number Network Costs
Element

One Time Recurring

Access Lines 143,325,000

LEC Central Office Switches

RHC Equal Access 8,751 $656,325,000

RHC Non-Equal 721 $7,210,000
Access

Independent Equal 8,061 $604,575,000
Access

Independent 4,103 $41,030,000
Non-Equal Access

Calls using BPP 2,858,880,383 $428,832,057

Minutes of Use Via 21,339,500,000 $35,565,833 $94,107,195
BPP

LEC ass Switches 184 $184,000,000

Larger IXCs NA $94,000,000

Smaller IXCs and NA $26,000,000
asps

CAP Switches 50 $3,750,000 $375,000

Cellular/PCS Carrier 200 $15,000,000 $1,500,000
Switches

Consumer Surplus NA
Loss

Total $1,667,455,833 $524,814,252

D. Administrative Costs

Implementing BPP will require the LECs to detennine their customers' preferred long­

distance carrier for calls routed using BPP. The Commission has tentatively detennined that

13



STII.\TI-:liIC I'Ol.Icr ~ESE.-\~Clt

LECs should use a balloting process, similar to that used in the original selection of

presubscribed long-distance carriers, to ascertain these preferences.

Such a balloting process will impose significant administrative costs. For our base-case

analysis, we estimate that it will cost a LEC roughly one-half dollar per access line to prepare

a ballot and another one half dollar for each ballot received and entered into the data base.

Additionally, we expect that a significant fraction of consumers (we use 20 percent) will find

the ballot confusing or unclear and will choose to call the LEC for further assistance. We

assume that such calls will impose costs of $1.50, on average. Additionally, churn occurs.

Consumers move and need to resubscribe to local exchange service, at which time they must

redesignate their long-distance carrier. We assume that one-fifth of all households are

involved in such churn each year and impose similar balloting and confusion costs. Under

these assumptions, LECs have a one-time administrative cost of $91 million and recurring

costs of about $7 million per year.

Other carriers will have similar costs. While such costs are low for entities such as CAPs

that have few subscribers, cellular carriers have about 20 million subscribers today and will

have far more by 1997 and can be expected to incur significant administrative expenses. We

use the same model for cellular carriers as we use for LECs. However, we assume that

cellular carriers face greater churn than do local exchange carriers. Our base-case estimate is

that cellular carriers will have one-time administrative expenses of $36 million and recurring

expenses of about $6 million.

The 1997 subscribership levels of CAPs and other local service providers are uncertain at this

time. Additionally, some subscribers to CAP services can be expected to discontinue LEC

service. Given these two factors, we do not believe it is necessary to include any

administrative costs for CAPs in our base-case model.

14
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E. Marketing Costs

BPP will significantly remake the long-distance market. The Commission estimates that

operator services will serve about eight billion dollars of away-from-home telephone traffic in

1997 of which roughly half will be dial-around traffic using access codes. IS Additionally,

there are the operator calls dialed from home. We estimate that the total market at stake has

a value of about $11 billion per year. Eleven billion dollars is a lot of long-distance traffic.

It is bigger than MCl's traffic was in 1990 or Sprint's traffic is today. One can expect

vigorous marketing competition for this valuable traffic. If balloting were required, we would

expect all long-distance carriers to strongly contest this traffic. If one assumes that the

average life of a balloted customer is five years and that BPP would replace access code

dialing,19 then the total sales at stake would amount to roughly $50 billion (more than a year's

sales for AT&T).

We believe that it would be rational for the IXCs to spend substantial amounts to influence

the outcome of the balloting - in the range of three to ten percent of the five-year revenues

at stake. In our base-case analysis, we use three percent of five year BPP away-from-home

revenues as our estimate of IXC marketing costs associated with the balloting process,

weighted by the response rate we expect from the balloting process. We exclude at-home

calls routed using BPP, since those calls today are routed according to 1+ presubscription ­

and the IXCs incur marketing expenses today influencing the choice of 1+ carrier. We

weight the total revenues at stake by the expected ballot response rate (20 percent in our base

case) because we think this better models the choices facing the IXCs. As an extreme case,

suppose we knew in advance that 99 percent of subscribers would throwaway their BPP

ballots, then incentives for the IXCs to promote their services during the balloting process

IS FNPRM, Footnote 25.

19
The average turnover of presubscribed long-distance customers, measured as the fraction of customers

who change their carrier in anyone year is higher than would be indicated by a five year average life. But, we
believe that the churning population includes frequent shoppers who change carriers more frequently than
average.
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would be greatly reduced. (This analysis assumes that the default choice for consumers not

returning a ballot is their 1+ carrier.)

We also believe that continuing marketing expenses in pursuit of BPP traffic would lie in the

range of 8 to 20 percent of the annual revenues at stake. We note that MCl's selling and

administrative expenses for 1993 were 28 percent of sales.20 If we allow 10 percent for

administrative expense, then MCl's selling expenses run to 18 percent of sales. Sprint's

recent comments in this proceeding showed that it was willing to spend more than 20 percent

of the revenues associated with an aggregator to obtain that aggregator's traffiC.21 To be very

conservative, we will use eight percent times the revenues at stake as our base-case estimate

of the annual marketing and customer service expense associated with implementation of

BPP. If we use our 1997 revenue estimate ($11 billion), then the estimated annual IXC

marketing expenses associated with this traffic would be $0.9 billion. If we focus on away­

from-home calling and exclude dial-around traffic, as seems reasonable, then marketing

dollars would amount to $312 million per year. This is our base-case estimate of the

recurring marketing costs associated with BPP. These marketing costs are not really new to

the IXCs. For example, asps pay commissions to premises owners. Those play much the

same role as commissions to sales agents or advertisements on television. The FCC's

analysis treated the reduction in such commissions as a benefit to consumers.22 Even if this

were correct it would still be appropriate only if corresponding expenses in the BPP world are

added back in as a cost to the consumer. And, of course, as discussed more below, under

BPP real costs replace transfer payments.

20 MCI Communications Corp., Income Statement for 12/93, downloaded from Disclosure, Inc.,
September 8, 1994.

21 See Sprint Comments, pp. 19, 20.

22
We have repeatedly pointed out how this consumer benefit is matched by an "un-benefit" to the

recipient of the commissions.

16
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Additionally, we would expect that credit card suppliers (e.g., American Express, banks)

would engage in similar marketing campaigns (mostly through bill staffers and direct mail) to

encourage their card holders to undertake the administrative steps necessary to use their cards

to charge long-distance calls.23

F. Consumer Costs

Implementing BPP will impose burdens on consumers that they would not otherwise bear.

Reading, understanding, and responding to the ballots and the continuing requests to specify

the primary carrier for BPP purposes is the largest active task facing consumers. In our base­

case, we assume that; on average, consumers are able to read the ballot, pick a carrier,

complete the ballot and put it in the return envelope in two minutes; a reasonable value for

consumer time is ten dollars per hour; and there are 0.77 consumers per access line (to allow

for multiline business subscribers). Based upon these assumptions, we calculate that the

consumer burden of the balloting task is a one-time cost of $37 million and a recurring cost

of about $7 million per year.

Applying a similar calculation to cellular, assuming 44 million subscribers (30 percent annual

growth for three years from today's 20 million subscribers) and making no allowance for

multiple lines per subscriber, yields a one-time cost of about $15 million and recurring costs

of about $6 million per year.

Implementing BPP will also impose a hidden burden (on subscribers) that is not immediately

apparent, and which depends upon the specific method of BPP cost recovery, which is not

settled at this time. Additionally, the separation rules will cause many of the costs of BPP to

23 These costs would be reduced if the FCC did not require commercial credit card suppliers to conduct
balloting and instead permitted the credit card supplier to specify the preferred long-distance carrier. Under
those circumstances a credit card/PIN combination would become useful for charging telephone calls dialed
using 0 as soon as the credit card supplier interconnected with the SS#7 network. This approach would allow the
credit card company to get a commission from the IXC and thus makes it much more likely that the credit card
company would wish to participate. This case illustrates the fallacy in the Commission's logic. The customer is
better off, for sure, since this is an additional option. Yet, the "costs" (Le., the commissions) also increase.

17
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fall into the state jurisdiction, and it is even less clear what rules will govern recovery of

those costs. If the costs of BPP are recovered only from BPP services, the costs per call may

be so high that BPP may enter into a "death spiral," with IXCs strongly promoting the use of

access codes.

If BPP network implementation costs were recovered generally as part of all access, they

would raise per-minute access charges slightly. This increase in access costs would be seen

by all IXCs and would be passed on to their customers. Demand for long-distance is

moderately elastic and usage of long-distance would therefore fall off slightly. This fall-off

would create a loss in consumer welfare. We estimate that, for each additional dollar of

access charges, consumers lose $0.16 in benefits (in addition to the $1 payment for access).

This elasticity, or repression effect, is discussed further in Appendix B, where the 0.16 factor

is derived. Using this 0.16 factor to estimate the welfare effects of long-distance repression,

we estimate in our base case that implementing BPP would cause welfare losses of $164

million per year.

G. Summing Up

Implementing BPP would impose a wide range of costs on our economy. The following table

displays these costs for our base case.

18
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This analysis shows total one-time costs of roughly $2 billion and recurring costs of $1

billion. If we annualize the one-time network expenses using the same 0.3 capital recovery

factor as used by the Commission in the FNPRM and annualize all other one-time costs using

a 0.05 social interest rate and add those costs to the recurring costs of BPP, then we get total

annualized costs of roughly $1.5 billion per year?· We estimate that BPP will impose

recurring costs of more than a dollar on each call that benefits from BPP (all away-from­

home BPP calls).

The analysis in the FCC's FNPRM considered only a few of these costs and identified LEC

costs of $380 million per year and asp costs of $35 million per year. Much of the

discrepancy can be tracked to a few points. First, the FCC included no cost for IXC

marketing. This cannot be right. Currently, the IXCs appear to be willing to spend as much

as 20 percent of the revenues from a pay phone location to obtain that traffic. We believe

that incentives for marketing expenses would persist after BPP was implemented, although the

fonn of the expenditures would change. Second, the Commission's analysis did not include

consideration of the economic waste from higher access charges. But, obviously, the costs of

BPP must be recovered somewhere. Those higher rates will deter some consumers from

long-distance usage that they would have otherwise enjoyed. Third, the Commission's

analysis assumed that the duplicate use of two ass switches to handle a call adds no costs to

the call-setup process. We find that hard to believe. In our base case analysis, we assume

that this duplicate processing will add 15 cents to the costs of handling the average 0+ call.

Finally, we believe that the FCC's process of estimating the network costs of BPP (adding up

the costs reported by all parties that filed) was flawed. Not all affected LECs filed.2s Errors

24 This calculation annualizes the one-time costs associated with marketing, administration or consumer
response using a {ower rate than is used for capital expense. This lower rate reflects only a social interest rate
and does not include any maintenance or depreciation elements.

2S We note that AT&T in its recent comments in response to the FNPRM stated that "the FNPRM
completely ignores $120 million in BPP cost estimates submitted by SNET and the Sprint LEes." AT&T
comments, p. 19.
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in the filing of anyone party were passed straight-through to the output. Our top-down

analysis provides a counterpoint to the aggregated bottom-up estimates of others.

III. Costs of BPP Under Alternate Scenarios

The preceding section presented our base-case analysis - the costs given by applying our

methodology and our estimates of the various costs associated with BPP to a scenario which

matches, as best we could, the assumptions contained in the analysis in the FNPRM.

However, it is interesting and useful to vary the scenario in order to understand the effects of

variations in the assumptions. We consider the following scenarios

• High levels of dial-around by 1997

• Very low levels of dial-around by 1997

• Extremely low cost assumptions

• A no-balloting scenario

• A pessimistic set of assumptions.

A. The Nynex Scenario - High Dial-Around by 1997

Nynex observed in their comments that they are already observing dial-around levels higher

than the FCC assumed for 1997 and projected that dial-around levels would reach 80 percent

by 1997. If we keep all other variables in our model at the base-case level, but increase dial­

around to 80 percent, then we get the results shown on the next page.
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.EC C.ntral omc. Swltch.s

RHC Equal Mell..
RHC Non-EClUlII Accesl
Independent Equal Accesl
Indep8ncIent Non-Equ8l Mell..

:elll ullng BPP
~Inutelof Us. Via BPP
,EC OSS Swltchel
erger IXCI
.maIler IXCI and OSPs
:AP switches
'ellularlPCS Cani., Swltchel
onsumer Surplus Losl

Strategic Policy Research BPP Total Social Costs Worksheet Scenario: Nynex's High Dial Around (80%) YerIIon of 09:27

"rPiitM II!I! lltTiiiaIhort ,.,. VIIue
OSPMOU 32.830.000.000 folll ...... 01 OSP T"(32.'bllIlon IoIlowt the.,owlh" il FNPRN, IIlIle 25 end 25.5 bIIan mhAet I1IpOI1eCI il1.1 fOSC*~
BPPCallOur8tion 7.41~ DtnIIan oIa BPP C8l 0\1'.,..,. 017.4111 MMd CII'l L8IllI8 NPafI. T8bl8 4(20.112.1}c~,
BPPCa.PriCe $0.34 I'IlCIIper"'"*' to enckIHr 01 caIt fIlac*IlRIet BPP
FAw8yFromHom80SP 70,eN FI8ClICII'l 01 0lIP c:aIIt 1IlIIl..made......,.rn:n-horne"
FDlalAround lO.eN Fl'IldIOn0I~" 1IlIIl di8I-anu'Id 0+ 8CCItI c- 8UIMlMI no cIIaI-.wJ III hlII'lle)
Accesslinel 143,325,000.00 ToIIl runber 01 LEe AccnI (from USTA 93. p. 2)
RHCEA a,751 Number 01 RHC 1IlIUlII-awlIctIeI (hnI USTA 93. p. 12)
RHCnotEA 721 Number 01 RHC nan _1WIIdleI (hnI USTA 93, p. 12)
IMEA a.OIll Number 01 kldlp8l _ MiIchH (from USTA 93, p. 12)
IndnotEA 4.103 Numberollr1dlpel••nan __IWIIdws(fIOmUSTAt3.p.12)
LECOSSSW 184 Number 01 LEC OSS IWtldles (SPR eslimlIl8 _ per LATA _ 20)
OT$perSPCOtlice S75.000 One-time ......... requftd to 'Wade a~~ oIfice to 8PP (C8IouIetiCII'l_ SPC 0IIiCea EA oIfice)
OTSpernonSPCOIroca S10.000 an.um. 8llfl8IldIureI~ to upgrade a nan Iloiecf1llDgl." CllIWOIecI oIfice to BPP
MOUperTrUIIk 5,000 Minul8a 01 tnIlllc -ned by an-.8IllkIfice - OSS lnlnk ila ftICII'lIh
OTSperTrUIIk Sloo TIle (,-...,.art) COIls fllr 8lIdIIcI .......... lIwIII"- 8fl end-oIIlce to. OSS IWik:h
OTSperLECOSSSwiICh 51,000.000 TIle -.lime cotll Of upgl'8ding a LEC OSS IWiIdlto IUppOI1 BPP
AddS.t~C" SO.15 TIle-.acIdlIcW* _ .....1Iy..~ oIMIIIng-up a 8PP call
AddColtPer8f'PMou SO.OO44 TIle-. adIIlionIIIper mnM BPP cotl. SO.l1044. 0.48 __per minula (1JeI Allenlic IandIIm COlt) tim.. o.e
NetCostlargerlXC $94.000.000 0ne4iIM '*-11_ far ..... 1XCa. _ FCC FNPIMot para2ll
NetCostSmel'XCI S2lI.ooo.ooo 0ne4iIM '*-IICIIID far IIlI8IIIr IXCa. _ FCC FNPAMM para2ll
CapSwitchel 50 Number 01 ClIP IWIIdws 1IlIIl..r-to be modlIllId by 19!17
CeliularPCSSwilchel 200 Number 01 c:dII8r. PCS. SMRS.....1IlIIl..r-tobe \lIIlIf8d8d Of rnoeIIIi8cIby 1.7
Annu~CSlw~c:haI 0.1 TIle 8IIUIMd grlIWlh rat. fOr CeIkMrIPCSICAP 1Wlc:tMIa.
OTSIXCM.....ing 3.ll'Jlo TIle IXC m8l1lllllng lQtSllIIIM 8IIOdIled wIIh lhe IleIlOlingIclpe INSCII'l lor 0+~ .. a hction Of live yen 8PP _ lor CIIItlllI.-t wIlO rlIIum baIIcllt
IXCMerklllingFOSPCallRevs a.eN Continuing IXC martwling ap8I'lI8 as a hdian 0I1alal BPP _
CustperLoop o.n TIle.-oI c:uItIIlMrt to__1Ma(aIcMance tar I1\UtiollIOp eustamera)
CostBaltot5ent SO.50 TIle COlI 10 • LEC tar 88CII ballot mailed
COIlBaltotRetumeeI SO.50 TIle cotlto alEC tar pnJCI8l1lng 8IICtl1'8llnl8d ballot
Costperlnquiry 51.50 TIle COlI to lhe LEC for"--' 88CII~ incIuilY~ lhe 0+ 1IlIUlII-beIloIsw-
FSublRetuminIl8a1101 2O.ll'Jlo The tnIclion 0I1UDICrIlert nIILIIWID baIoIt
FSubsMlIking!nquiry 15.~ TIle IraclIan oI ........ lnqWIng elM lhe 0+ ballol..-a
LECAnnu8lChum 2O.ll'Jlo TIle hdiCII'l ClILEC QlIIllIIMq whO ...,..__to MIVIc8 88CII year (mOftl...c.)
CellularAmulllChum 40.~ TIle hction Of oeIuIar ClIIklm-. whO~__ to MMce eadI1M'(m-. etc.). c:Nnge oeIuIar e.m- Of c::Il8nQe IXC.
CellularCUIlOIMfS 43.940.000 TIle numbar 01 C8IkIIarIPCS QlIIllIIMq(_ 30 percent grOilIIIh tar tine~"- 20 mllion bale)
Consum"''''lllle5 510 TIle vMle 01 1 lime (dolI8rWIhaur)
ConlumwMinP8rBaMol 2 TIle-. numbar 01 mRdMl ...... a _ to IUd and undenland a ballot, and, 1/ lIlOllv-.cI. ,. out I out.~ and mall rrd/Of Inquire abouf balIrlt.
'llnOflFaetor 0.3 TIle~fector UMltto--' -.ameMlWOl1Ie....-to..........--s cotlI
Soetallnt_t 0.05 The 8I""lIlzaU".. taclor UI8d to c:onven olh8r --arne.....,... to annueI charges.
~laS1IC~EIIec:IF8Clor 0.16 TIle aIaaticily IIIIect coell'odenl -lherallOOf_..... 1oIa InlmlncruNcI~chargesto r.cr-il_dIat(lH

~"'::ost,Cluslng Element

Value
S3.348,880.ooo
S1,582.708.ooo
$8,250.832.000

S11,182,2OO.ooo
$4.911,388.000

osp traffic division under this scenario
Annual Minutes Calls

g.849.ooo.ooo 1.319.483.254
4.5118.200.000 815.758.852

18.384.800.000 2.483.035.407
32.830.000.000 4.398.277.512
14.445.200.000 1.935.242,105

ClItegory
BPPathome
BPP fIfIWoJ from home
DIal around (access COde)
TotaIOSP
TotaIBPP

suo per can
S1.88 per can
SO.08 per minute
SO.25 per mlnute
S1.38 per can
$1.31 per can
$0.87 per monlI1
$0.47 per monlI1

$1.981.909.790
$843.393.084 per year

$1.158.479.907 peryear

alai one lime costs
alai recurring costs
olal annualized costs

,osl per call routed USing BPP
:osl per "away.trom-/lome" BPP can
:ost per minute of BPP traffic
:ost per "away.from-home" BPP minute of use
!etwork costs for "away.from.home" BPP calls
EC networlt cost for "away-from-lIOme" BPP cans
ala/ cosl per aocess line
EC network cost per access line
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As one would expect, the cost-per-benefitted-call explodes as the absolute number of away­

from-home BPP calls drops and the total costs of BPP drop significantly. In this scenario the

cost per away-from-home BPP call rises to almost two dollars. At 19 cents per minute higher

charges for third-tier OSPs, the average 7.5 minute OSP call imposes total higher charges of

$1.42 on roughly one-eighth of away-from-home OSP calls.26 That is, costs go up by two

dollars on all away-from-home BPP calls in order to save about $1.50 on about one-eighth of

away-from-home calls.

B. The Anti-Nynex Scenario - Low Dial-Around with BPP

Of course, Nynex might be wrong. Perhaps with the convenience of BPP, frequent travelers

who have been dialing AT&T's 10288 or MCl's 1-800-COLLECT for four years would

quickly switch to 0+ dialing. If so, the fraction of traffic using dial-around could be far

smaller than the Commission considered. This might be especially likely if costs of BPP are

not passed on to users of BPP service. If we keep all other variables in our model at the

base-case level, but shrink dial-around to 20 percent, we get the results shown on the next

page.

26 See FNPRM. footnote 24 "We estimate that the combined market share of third tier asps will drop by
about one-third from 12.7% of the minutes for away from home calls to 8.5% of away from home minutes."
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Strategic Policy Research BPP Total Social Costs Worksheet Scenario: low Dial Around (20%) version of 09:29

1~

1~P'Ut':" .----------------.... _ltlortN_ v.....
OSPMOU 32,830,000,000 TallII MlnuleI aI OSP T,.mc (32.' baln IoIIDws..arowth _In FNPRN.~ 25 8Ild 25.5 baln rntnut. reported In ,., TOSCIA Report)
BPPCallDuraliOn 7.. A""'O' DInlIon ala BPP C8I. Ow...al7.• ....... on I.ende IIPO'l. TebM 4 (2O.tQ.8)(~)
BPPCallPriCe 10.34 PrIce..mlnule 10 encs- aIcall pIacad__ BPP
FAwayFromHomBOSP 70.m. FI1lCIIon aI OSP C8IIlh8l..m8dl "aw8y-franI-II"
FDialAround 2O.m. I'rKlIonaI~C8II. CIIII-8nUldo. _ (we _ no dl8l1IOUIld at '-I
Aecessllnel 143,325,000.00 TallIIlUllblIr or lEe Acc8u ... (fram USTA 93, p. 2)
RHCEA 8,751 Number aI RHC aquaI_1Wllc:tl8t (from USTA 93, p. 121
RHCnotEA 721 Number or RHC non aquaI-.1WllcheI (from USTA 93, p. 12)
IndEA 8,081 Numberd ild8pelld8l~aqual8Cll8IS1WllcheI (rnIm USTA 93, p. 12)
IndnolEA 4,103 Numberorindllpllld8l~ non aquaI_1WlIc:heI (from USTA 93, p. 12)
LECOSSSW 184 Number or lEC OSS IWildles (SPR 8IlftI8le one par LATA pUs 20)
OTSperSPCOIfoce 575,000 One-lime expencIIuret requAcllo a~ COl1lIOlIed omc.lo BPP (C8Ic:uI8IIon asumas SPC oIlicP EA 011"_)
OTSpernonSPCOIfoce 510,000 One-lme expencIIuret required 10 a non Iloled-piUlll'" c:anlnllIed omc.lo epp
MOUperTrunk 5,000 MftlI8I or IIWIllc cmillcIby an 8IllkllIice - OSS lN1k In a monlh
OTSperTrunk 1100 The -.time (_I.....'..., CliIMa VOlae ..... lNnIl fnIm an 8IllkllIice 10 a OSS Nildl
OTSperlECOSSSwiIcII 51,000,000 The -.time C08tt aI upgr8CIng alEC OSS IWlldl to -.ort epp
Add8elupCollaperllPPCa. 10.15 The.-. 8dIIlIonIl C08tt lmpoaedlly1Ile..- all8llIng-4.Ip a epp ClIlI
AddCostPer8PPMou 10.0044 The ............per'"W'P 00Il 10.0044.0.....per minIM (Bell AIIInIIc I8ncIlIm cost) Iimea O.t
NetCostLargertXC 594,000,000 OM-time '*-kC08tt ...., !XCa, _ FCC FNPAMM p-. 28
NetCostSmallXCs 128,000,000 0nHIme '*-kCIIIla 1ilI8Iw 1XCa, _ FCC FNPAMM p-. 28
CapSw~c:has 50 Number or CAP IWlldIM lh8l wtI '-10 be lllOdiIIlld by 1ft7
CeliularPCSS~CI1es 200 Number or C8lUIr, PCS, SMRS IWlIct-.IIlIol wtI '- 10 be llPG"8d8d or lllOdiIIlld by 1917
Annua~CS~c:has 0.1 The asllUlMd arowth IlIIe far C8IklIerIPCSICAP 1Wftc:h8I.
OTSIXCM8lkeIing 3.K The !XC-.... wilh IIle ~I' IL....... _ far 0.~ a a fr8clIon orlM yen BPP _ far CUIlOIn.s whlI rftm IleIlIls
tXCMar1<etingfOSPC8llR8YI Il.K Conlinuing!XC m8lMllng a I hc:tion or lolalBPP _
Cuslper\.oop o.n The r8lIo orQIIIOm8rIIO __ (.e__ far muIlI-loop QltIOmn)
CostBallotSenl $0.50 The cost 10 I lEC far uc:h beIIoI mailed
CosteallolReturnec2 $0.50 The cost 10 aLEC far pillCletIlng uc:h rwIumed beIIoI
COitperlnquiry SI.50 The cost 10 IIleLEefar"--' 8IlltI...-InquiryI'illl8l'lt/nG..0. aqual8Cll8IS beIIoI..-
FSubsRetuming8aIIot 2O.K The hcllon alNlIcrIIlIl't reI\minQ IleIlIls
rSubsMakinglnquiry 15.K The hc:tion or NlIcrIIlIl't /nqlti'lg 8lIIM IIle 0. bIIIIol~
cECAnnu8ICIlum 2O.K The hction aI LEC CIUIlamers whlIlIMc:rtbe.-1O MMcI MClI Y"I' (_, etc.)
~ellularAnnullChurn «I.K The hction or C8lUIr I:UIloiMnI whlIlIMc:rtbe .-10MMcl8IlltI Y"I'(_. etc.1. change C8lUIr CIrriert or change !XCI
;eIlularC_s 43,940,000 The numIIer aI celU8r/PCS customerI(_ 30 percant grow\Il far tine yen fnIm 20m~ beIe)
:onsum...r_5 510 The va. or COIIIllliI8i'I time(~)
;onsumetM;nperll_ 2 The.-. numIIer aI mirIulH ...... a _ to,.. 8Ild undermand alllllol, 8I'Id, r IilOIi'I8Ied, iii 0Ul • out, __ ancI m" and/or inquR 8bout bIIIlllt.
\mOl1FlClor 0.3 The -uzalioilldepiec:i8lion factor UNdto CXli-' onHlme '*-k...... I0.......-.cl CIIIla
>ociallnterest 0.05 The 8IIlOitizetiOn flIctor UHd 10 CXli-' olher one-tIrne 10 8I'InuIIl dlarga.
:tasliCilyElIec:tFlClor 0.16 The etuticiIy etrecl~ - .."';Oof-. IOII fnIm Ini:l'eMecllong-clistancedlarga to~ In __ dlarga

:Ost.Calltlng a.m.nt
\ccessUn..
.EC CenlnoI Olllce Swltch..

RHC Equal Ac:cesI
RHC Non-£quIf Acc8u
Indepet lCIiIt ~ Equal Al:cess
IndepencIen\ Non-Equal Al:cess

:alls using BPP
linutes of Use Via BPP
EC OSS Swltchea
argerlXCs
mailer IXC. and OSPS
AP swllches
ellularIPCS Carrier Swltches
onsumer SurD\us Lots
ola

Number

143,325,000

8,751
721

8,061
4,103

3,782,518,1160
28,233,llOO,ooo

184
NA
NA
50

200
NA

S658,325,ooo
17.210.000

S604,575,ooo
$41,030,000

$47.056.333
5184,000,000

194,000,000
128,000,000

$3,750.000
515,000,000

$567,377,799
5124,511,058

$375,000
51,500,000

5287,964,760 5500.066,560

136,250,500 15,712,200 514.648.867

Value
53,348,860,000
$8,250,832,000
51.502,708.000

511,182,200.000
59.599,492,000

OSP traffic division under this scenarlo
AnnUli Minutes Cells

9.849,000.000 1.319.483.2504
18.384,800.000 2.483.035.407
4.598.200.000 815.758.852

32,1130,000,000 4.398,2n.512
28,233,800,000 3,782,518.860

Category
BPPathome
BPP away from home
Dial around (access code)
TotaIOSP
TotafBPP

S2,145,534,510
S1,411.509,175 per year
S1,938,522.484 peryear

SO.51 per can
SO.711 per call
SO.07 per rrinute
50.11 per minute
SO.49 percan
SO.47 percan
51.13 permonth
SO.87 per month

olal one lime costs
olal recurring costs
olal annualiZed cosls

ost per call routed using BPP
ost per "away-from-home" BPP call
ost per minute of BPP tratlic
osl per "away-from-home" BPP minute of use
elworlt costs for "away.from-home" BPP caRs
EC network cosl for "away.from-home" BPP caI1s
::llal cosl per access line
:C network COS1 per access line
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As would be expected, the cost-per-benefitted-call decreases as the fixed costs are spread over

more traffic. But, the overall social costs rise. The network must handle more BPP calls and

minutes. Decreasing dial-around increases the dollars targeted by IXC marketing associated

with BPP usage. Hence, we expect network and marketing costs to rise, leading to a rise in

total costs. Indeed, that is just what we observe. While the costs-per-benefitted-call falls to

$0.79 the total annualized costs rise to almost $2 billion!

C. Artificially Low-Cost Case

Another interesting question is how our assumptions must be altered in order to drive the

costs estimated by our model close to the benefits estimated by the FCC. The Commission

estimated two major quantifiable benefits from BPP - $280 million in lower asp charges

and $340 million in reduced commission payments by asps - for total benefits of $620

million per year. Assuming, for the sake of argument, that these are correct measures of

benefits, what assumptions would push annual costs to the $600-$700 million per year level

using our model?

If we make the following adjustments to our model:

• reduce the estimated upgrade costs per EA switch to $37,500,

• reduce the upgrade costs for non-EA switches to $0,

• reduce the added call setup costs to five cents,

• reduce the added costs-per-minute-of-use by half to $0.0022,

• reduce the IXC one-time marketing expense to 0, and

• reduce the continuing IXC marketing allowance to four percent of BPP sales,

recurring costs become $451 million and annualized costs fall to $754 million.

But, these are heroic assumptions. Almost all parties project far higher switch upgrade costs.

We believe that it is indisputable that the two-switchltwo-operator problems and the additional

database inquires will add to the costs of call set-up under BPP. We expect the added cost of

BPP usage to exceed tandem usage costs, not run at half the level of tandem usage. And, we

believe that eight percent is on the low end of IXC marketing revenues as a percent BPP

25
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revenues - so four percent is far too Iowan allowance for this cost. Nevertheless, even the

combination of these assumptions (each of which is individually questionable and which seem

highly unlikely to all be true at the same time) does not reduce costs to the level of benefits

estimated by the Commission.

The table on the next page shows our model under these low-cost assumptions.
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Strategic Policy Research BPP Total Social Costs Worksheet Scenario: Extreme Low-cost Assumptions version of 09:33
1__

rnPit¥' t~I-;!:! -"- 1- .;.;~>: ' "- --
Short~_ v..... a .,....

)SPMOU 32.130,000.000 TalIII or OSP TrIIIIle (32.11 bIIan foIIOwIlhl grawlh .... in FHPRH, noN 25 -.ld 25.5 bIIan mftItlI repon.d in ,., TOSCIA RtiPO'\)
JPPCallOunlliCln 7." A~OInllanora8PP Cal. 0IIt__ or7.411 it beladon llnderepcllt, TIIble4 (20.912.11)C~)
IPPCallPnce SO.34 Pric:lt per mftlle 10~ or cab plIcMI unclet BPP
'AwayFromHomtOSP 70.K F'*:tiOn or OSP cab lhat _ made "aw8y.fronl-h0m8"
·OialAround 50.0% FI'IIdion of "ft8y.fronl-h0m8" cab lhat~ 0+__C-"- no dial-eund 81 nom.l
,ccessLll1et 143,325,000.00 T_ number or LEC~ Ina (tlom USTA 93. p. 2)
IHCEA 8,751 Number or RHC lIC\UIII_lWIdlas (from USTA 93, p. 12)
IHCnolEA 721 Number or RHC rat equat_ hIIchlI (tlom USTA 93. p. 12)
'dEA II.OS1 Number or indlf*.ll equat_1Wlldlft (frllm USTA 93, p. 12)
1dnOtEA 4,103 Numblrorindlf*.llnon...._~CfnlmUSTAll3.p.121
ECOSSSW 1114 NumberorLEC0S8~CSPR"'_perLATAplJs20)

lTSpetSPCOIrIC4 $37.500~ eJql8llllilIna tequlred 10~ a~ -*olIed oI'lir:e 10 BPP (calculallon SPC oIfic8a EA otIIcel
nSpernonSPCOIrICe SO one.-......... l'lqlncIlO~ anon~ contraII8d otIIce 10 8PP
~OUperTrunIc 5,000 MlnuIaa or trlIIlc c:Mlad by11I-'~ - OSS trunk In a monIh
lTSperTNnk 5100 n. --am. C-lgIIMnQ 00-. tar adIIad ¥Illc* ..... trunk fnlm IllIIIO-OIflce 10 a OSS IWik:tI
ITSperLECOSSSWilCll 51.000.000 n. calli orUl9d'lIa LEe OIS IWlldIIO~ 8PP
.ddSetupC0tbper8PPCaR SO.05 n. -eaa1ddllon8l ClOlll ....... by....-or MllII'lt""P a BPI' cal
.ddCostPertlPPMou SO.OO22 The -eaa1ddllon8l per mInula IPP -eo IO.ClO44. O'... llIIII8 per mInula (8alI Allanllc tandIm COll) 1m.. o.a
letCoslLar;arIXC $84,000.000 0nHIIMMIWlIltl ClOlll far ...... lXCa. _ FCC FNPRMM pere28
,etCoSlStnaRIXCs 126.000,000 One-lfme MIWlIltl COlla far lIIlalIlt IXC., _ FCC~ pere28
apSwilches 50 Number or CN' IWIchat lhal wII '-10~ modIIId by 1l1t7
ellularPCSSWIleh8s 200 NumtIer til CI/IuI8r, PCS, $MRS IWlId-.lhat will '-10~ upgr.cled at modIIId by ,.7
nnualGrowtllR8IaCellut8rPCSSW1leh8s 0.1 The ._adgnIWIh r818 for~SICN' 1WiIchH.
'TSIXCM8I1<eting D.lI" The /XCm~ eJlf*ISe uaociMadwiltt lhllNlllOli9'aflen season for 0+pras~as. fnIcliDn orflve re-a 8PP _ far CUIIOlI*t who IWIUm IleIIoIt
(CM8I1<~OSPCaRR8Ys 4.lI" ConllrIuInIIXC mlItlaIIng .......... trlClIOn or ICIlIIIBPP__
ustperLoop o.n The talIotllClUItlIm8rIIO _mas (allowance far rnuIf.Ioop__,
oSIBaltOISenl SO.50 The COIl 10 • LEe far Hc:h baIIlIt maIlld
ost8a1101RftlIned SO.50 The COllIO. LEe far~Hc:h rlIIImad baIoI
oSlperfnquiry ".50 The cost 10 the LEC lot~Hc:h",,- illClI*Y reganling lhl 0+ 1qUIII_ baIIlIt ..-..
SubsRetumingllallot 2O.lI" The bdIon til~ Nlum/ng INIIIOlI
SubsMakinglnquiry 15."" n.bction or NIecrIlerIInq&*Ing aIloul the 0+ baIIlIt process
:CAnnutlChum 2O.K n. hcIiIIntll LEC-.who ....,.._10 RCh ye.- (rnovel. 810.)
eflul8tMnualChum 40."" The fr8l:llon or~ CUIlOm«I who IUIIM:rIbe _10 MCh v- (n-. etc.). cIlIIIge~eam.rs or e:tlange /XCI
eilul..-Custornarl 43.i40.ooo n. numIIer or QIIIuIarlPCS .........(_30 pan:ant ll'llWlII far ..... re-afronl 20 mlIIIon base)
on.umemllla5 510 n."..or~'1ima(dCl*tIIlcu)

onsumlfMlnpertlallol 2 The '*t!le1'AllllbW or rnnue .Iaket • CllnIUlll8r 10 read -.ld uncletSIand • blIIol, and, ifmoriYa\ad, iii eM • oul, w-t and IIlli\ IIIdIot inquft aIloul bIIIIcl
mOtTF8CfO( 0.3 n. lIdlprllCillkll,,.... ..... 1O COl'Mlt -.llIM MIWlIltl ...... 1O annuelIzad COIlt
:lel.llnterast 0.05 n. arnot1iul101. fldOr URCIIo COl'Mlt llIIlIlf -.urne 10 ....., d1arVH.
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.nsu,"" lkuDIus loss

Value
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D. The No-Balloting Scenario

Another interesting scenario is given by asking what are the effects of eliminating the costs

associated with balloting? We can do this easily in our spreadsheet by setting the various

costs factors associated with balloting to zero.

Under our model dropping balloting saves roughly $400 million in one-time costs but

decreases only slightly the annual recurring costs. These savings come from three sources ­

LEes do not have to undertake the expensive balloting process, consumers do not receive the

ballots and therefore do not have to read them or think about them, and IXes have no motive

to put on a big marketing push to sway the balloting process. Altogether these add up to

substantial savings.

The table on the next page shows our model under the no-balloting assumptions.
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E. Pessimistic Scenario

We can also consider a less favorable scenario - one which assumes that variables will take

values that inflate the per-call costs of BPP. In particular, let us assume that:

• asp traffic declines slightly from 1991 levels rather than grows, due to the

expanded use of cellular and PCS,

• Dial-around rises to the 80 percent level forecast by Nynex,

• Upgrading a SPC central office costs $100,000 rather than $75,000, and

• IXCs choose to spend 16 percent of BPP revenues for continuing marketing

efforts, rather than the 8 percent of our base case.

In contrast to our low-cost case, none of these assumptions seem wildly inappropriate or

extreme. Rather, this scenario considers how a confluence of events, each unfavorable to the

economic of BPP, can influence those economics. Under these assumptions, the cost per

away-from-home BPP call soars to almost three dollars! The table on the next page shows

BPP under this scenario.
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$0.13 pet'minute
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F. Conclusions

Under a base-case scenario which we believe matches the assumptions in the FCC's analysis

in the FNPRM, we find that the annualized costs of BPP are roughly three times greater than

the benefits calculated by the FCC. We also calculated and presented the results produced by

our model under five additional scenarios. Key results for these six scenarios are shown in

the table below. Notice that the one-time and annualized costs for these scenarios are quite

similar - with the extremenow cost scenario an outlier on the low side.

Scenario Total One- Annualized Cost-Per-Call-Benefitted
time Costs Costs (i.e., per "away-from-home"
($ bilUon) ($ billion/year) BPP call)

Base case $2.1 $1.5 $1.01

High (80%) dial- $2.0 $1.2 $1.88
around

Low (20%) dial- $2.1 $1.9 $0.79
around

Extreme low costs $1.2 $0.8 $0.49

Pessimistic Scenario $2.4 $1.2 $2.94

No Balloting $1.7 $1.5 $0.98

We believe that one can reasonably conclude from this analysis that:

• the cost of implementing BPP will far exceed the benefits the FCC has

identified. Only by using multiple assumptions favoring lower costs for BPP

implementation, each implausible on its own and the combination practically

impossible to accept, are we able to force the annualized costs of BPP into the

same ballpark as the benefits identified by the FCC.

if the increase in dial-around projected by Nynex and others occurs, then the

BPP costs for~ away-from-home call routed using BPP may exceed the

excessive third-tier OSP charges which occurs today on only l2.a1 percent of

away-from-home calls. In a world of high dial-around, the BPP cure - which

32



STIL\TI·;(;IC POI.IC\ KESE\IICII

is applied to well and sick alike - is worse than the disease which affects only

the sick.

IV. Benefits of BPP

BPP pennits consumers to avoid using access codes and yet ensure that their call goes over

their chosen long-distance carrier. Thus, consumers can save the time and effort of learning

to use access codes and the time it takes to dial them. We cannot identify any other

significant public benefit.

The Commission offered its own analysis of the benefits of BPP. We feel their analysis

contained two significant flaws. First, it counted the reduction in commission payments to

premises owners as a benefit. Second, in calculating the reduction in commission payments,

it did not properly take into account the effect that limiting the rates of third-tier asps would

have had on commission payments. Consequently, even accepting the heart of the

Commission's analysis, benefits were double-counted.

This section presents our quantitative analysis of the benefits of BPP, a further discussion and

refinement of our views on commission payments, and our quantitative evaluation of the level

of double counting in the FCC's analysis.

A. Possible Savings in Dialing Time

Implementation of BPP would allow consumers to avoid high asp charges without dialing an

access.code. Consumers could therefore avoid the costs of learning to use access codes.

(This benefit applies mostly in the future since most of today's heavy users of operator calls

have learned to use access codes.) And consumers would avoid any costs associated with

using access codes.

Tests we conducted at Strategic Policy Research showed that one could dial a IOXXX access

sequence in about two seconds and could dial a full 800-number dial-around sequence (in

particular, I-800-COLLECT (1-800-265-5328)) in about six seconds. Interestingly enough,
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we found very little difference in the total dialing time for calls that were dialed using only a

oand calls using the 102880 access code. These latter calls only took about 1.3 seconds

longer to dial.27 Thus, at best, the time savings on an individual call will be only seconds. If

routing the call first to the LEC OSS and then to the IXC OSS creates any added delays (say

due to the two-operator problem or due to the added processing) then the consumer may not

see any dialing and call-setup time savings at all.

If the Commission wishes to make access code dialing more efficient, it could mandate that

LECs adopt an easier-to-dial access sequence. The Appendix to our earlier study describes

such a sequence. No doubt, others could design similar or better access code sequences.

Paralleling our analysis of BPP, we believe that this improved access code system would not

justify the costs of rapid deployment.

Additionally there should be some allowance for the cost of learning to use access codes.

However, we believe that it is not very time-consuming to learn to use access codes such as

1-8oo-CALLAIT, and that only tens of millions of people need to learn this task each year

- a number roughly a hundred times smaller than the number of away-from-home OSP calls.

Consequently, we have not tried to develop a quantitative estimate of this cost.

B. Transfer Payments versus Social Costs

A major benefit claimed by the FCC is the reduction in commission payments from OSPs to

aggregators and premises owners. We believe that the reduction in this payment is not

properly regarded as a cost savings to society. Eliminating a payment from AT&T to the

Metropolitan Washington Airports Authority does not reflect any reduction in resource

consumption. Indeed, if the number of pay phones at the airport stays the same, there would

be no change in resource consumption whatsoever. In such a case, the payment by the OSP

does not measure a true social cost - i.e., a consumption of society's resources.

27 Time was measured using a digital stopwatch that was started before the first digit was dialed and was
stopped upon hearing the "bong" and the AT&T branding prompt.
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